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RECOMVENDATI ON FOR DI SPOSI T1 ON

APPEARANCES M. Arnold E. Karolewski, attorney for Applicant,
appeared on behal f of Applicant.

SYNOPSIS A hearing was held in this matter on August 30, 1994. The
two parcels here in issue are inproved with a five-story brick building,
with a basenent. This building is commonly known as the Professional
Services Building, and is |ocated on the MacNeal Menorial Hospital Canpus.
Is Applicant a charitable organization? Did Applicant own the parcels here
in issue during 1992? Did Applicant use the parcels here in issue and the
entire building |located thereon, for <charitable purposes during 19927
Foll owi ng the submission of all the evidence and a review of the record, it
is determined that Applicant is a charitable organization, and that
Appl i cant owned the parcels here in issue during the entire 1992 assessnent
year . It is also determined that the areas of the building on these
parcels used by Applicant during 1992, were used for charitable purposes
during that year. Applicant concedes that the area of the building | eased

to four groups of physicians was not used for charitable purposes during



1992. Finally, it is determ ned that the area occupi ed by the partnership
consisting of Applicant and Mason-Barron Laboratories, doing business as
Danon Clinical Laboratories, was not used for charitable purposes during
1992, but rather was otherw se used for profit.

FI NDI NGS OF FACT The Departnent's position in this matter was
established by the adm ssion in evidence of Departnent's Exhibits 1 through
6C.

The persons who were present at the hearing and testified on behal f of
Applicant, were M. Larry P. Bell, division director of Applicant, and M.
Kenneth W Kuhn, vice-president and chief financial officer of Applicant.

On July 2, 1993, the Cook County Board of Appeals forwarded a
Statenment of Facts in Exenption Application, concerning the parcels here in
issue and the building thereon, for the 1992 assessnent year to the
Il1linois Departnent of Revenue (Departnent's Exhibit 2). On January 6,
1994, the Departnment of Revenue issued its decision, exenpting the parcels
here in issue and 62% of the building thereon, and denying the exenption of
the remaining 38%of said building, for all of the 1992 assessnent year
(Department's Exhibit 3). On January 21, 1994, Applicant's attorney
requested a formal hearing in this matter (Departnent's Exhibit 4). The
hearing hel d on August 30, 1994, was held pursuant to that request.

Applicant s an Illinois not-for-profit corporation, originally
i ncorporated as the Berwn Hospital Association, on March 28, 1931. The
stated purpose of the Berwyn Hospital Association was to own and operate a
hospital. During 1992, Applicant operated a 427-bed acute care hospital.

Applicant owned the parcels here in issue and the five-story, with
basenment, brick building |located thereon, known as the Professiona
Services Building, during all of the 1992 assessnent year. I  take
Admi nistrative Notice of the fact that since the Departnent, by its

deci sion dated January 6, 1994, exenpted the parcels here in issue and the



area of the building occupied by Applicant's hospital departments that the
Departnment has determ ned that Applicant is a charitable organization. The
correct percentage of the square footage of the building on these parcels
occupied by Applicant, is approximately 64% rather than 62% as i ndicated
by the Departnment's determnation dated January 6, 1994. Appl i cant
concedes that the approximtely 9% of the square footage of this building
| eased to physicians and wused by themas their offices for the for-profit
practice of nedicine, was properly subject to real estate taxation for the
1992 assessnent year.

The remai ning approximtely 27% of the square footage of the building
on these parcels was occupied by a partnership consisting of Applicant and
Mason- Barron Laboratori es, Inc., doing busi ness as Damon dinica
Laboratories (hereinafter referred to as "Danon"). Thi s partnershi p was
formed in 1983, to performgeneral nedical |aboratory work, including al

the | aboratory work of Applicant. Danon operates both during the day, and

at night. Applicant's requests for |laboratory work are generally required
to be performed during the day. Danon is then able to performwork for
ot her custoners at night. M. Kuhn testified that the revenues generated

by Applicant's |aboratory work constituted approximately 25% of the net

revenues of Danon during 1992. Danon does not pay rent to Applicant for
the space it occupies in the building on these parcels. Mason- Barron
Laboratories, Inc. is a for-profit corporation organized pursuant to the

Il1linois Business Corporation Act. During 1992, the partnership agreenent
recited that each of +the partners, both the for-profit company and
Applicant, were to receive 50%of the profits and/or |osses generated by
t he partnership.

Danon, during 1992, set its own fees based on market conditions, since
the clinical |aboratory business is very conpetitive. Applicant, during

1992, provided a substantial anmount of <charity, or fee <care, to its



patients. When that <care included |I|aboratory fees owed to Danon,
Applicant, while it did not try to recover those |aboratory fees fromits
charity patients, did reinburse Danon for the services Danon had provided
(Transcri pt Page 61). Consequently, the partnership did not provide any
free or charity care.

During the fiscal year ended Septenber 26, 1992, Applicant, on its
Exenpt Organi zati on Business Incone Tax Return, included the share of the
net profit of Danmon, which was $871.00. For the previous year, Applicant's
Exenpt Organi zati on Business Incone Tax Return had shown a net |oss from
Danmon, of approxi mately $329, 000. 00. M. Kuhn testified that before 1983,
when the partnership was forned and Applicant had operated its own
| aboratory, the |osses had been even greater. He thus concluded that the
benefits of the partnership to Applicant were a substantial reduction in
operating costs and inmprovenent in the |evel of service, beside the fact
that Applicant did receive a very snmall distribution of net profit for
1992.

1. Based on the foregoing, | find that Applicant is a charitable
or gani zat i on.

2. | also find that Applicant owned the parcels here in issue and
the buil ding thereon, during all of 1992.

3. | further find, as a matter of fact, that the areas of the
buil ding on these parcels wused by Applicant during 1992, were used for
charitabl e purposes during that year

4. The area of the building on these parcels which was |eased to
four groups of physicians in private practice during 1992, | find, was not
used for charitable purposes during that year

5. Finally, I find that the area of the building on these parcels
occupi ed by the partnership of Applicant and Mason-Barron Laboratories

doi ng business as Danbn, was not used for charitabl e purposes during 1992,



but was otherw se used for profit.
CONCLUSI ONS OF LAW Article I X, Section 6, of t he Illinois
Constitution of 1970, provides in part as foll ows:
"The General Assenbly by I|aw my exenpt fromtaxation only the
property of the State, wunits of [|ocal government and schoo
districts and property used exclusively for agricultural and
horticultural societies, and for school, religious, cenetery and
charitabl e purposes.”
35 ILCS 205/19.7 (1992 State Bar Edition), exenpts certain property
fromtaxation in part as foll ows:
"All property of institutions of public charity, all property of
beneficent and charitabl e organizations, whether incorporated in
this or any other state of the United States,...when such
property is actually and exclusively used for such charitable or
benefi cent purposes, and not | eased or otherw se used with a view
to profit;...."
It is well settled in Illinois, that when a statute purports to grant
an exenption fromtaxation, the fundanental rule of construction is that a

tax exenption provisionis to be construed strictly against the one who

asserts the claimof exenption. International College of Surgeons v.
Brenza, 8 1l1.2d 141 (1956). Wenever doubt arises, it is to be resolved
agai nst exenption, and in favor of taxation. Peopl e ex rel. Goodman v.
University of Illinois Foundation, 388 Ill. 363 (1944). Finally, in

ascertaining whether or not a property 1is statutorily tax exenpt, the
burden of establishing the right to the exenption is on the one who clains
the exenption. MacMurray College v. Wight, 38 Il1.2d 272 (1967).

I conclude, based on the docunents and testinony in the record, that
Applicant is a charitable organization, and that Applicant owned the
parcels here in issue and the building thereon, during all of the 1992
assessnment year.

I also conclude that the areas of the building on these parcels used
by Applicant during 1992, were used for charitabl e purposes.

In the case of Mason District Hospital v. Tuttle, 61 IIl1.App.3d 1034



(1978), the Court held that a physicians' office facility constructed by a
hospital and rented to several |ocal physicians was used primarily for a
nonchari t abl e purpose, namely the direct financial benefit of the
physi ci ans who occupied it. Consequently, the area of the building on
these parcels which was |eased to four groups of physicians in private
practice, was not used for charitable purposes during 1992.

Concerning the areas of the building on these parcels occupied by
Danon, which was a partnership made up of Applicant and Mason-Barron
Laboratories, a for-profit corporation, the Illinois Courts have
consistently held that property which is |eased or otherwise used with a

viewto profit, does not qualify for exenption, even if the net incone is

used for exenpt purposes. People ex rel. Baldwin v. Jessanine Wthers
Home, 312 II1l. 136 (1924). See al so The Sal vation Arny v. Departnment of
Revenue, 170 111.App.3d 336 (1988, |eave to appeal denied. Consequently, |

conclude that the area occupied by Danon was otherw se used for profit
during the 1992 assessment year.

As previously pointed out, the revenues generated by Applicant's
| aboratory work, constituted only approxi mately 25% of the net revenues of
Danmon during 1992. The Illinois Supreme Court in Illinois Institute of
Technol ogy v. Skinner, 49 111.2d 59 (1971), held that in the situation
where the property as a whole was used for both exenpt and nonexenpt
pur poses, the property will qualify for exenption only if the exenpt use is
the primary wuse, and the nonexenpt wuse is only incidental. Since the
| aboratory work of Applicant, a charitable organization, only constituted
25% of the net revenues of Danmpon during 1992, and the sources of the
remai ni ng 75% of Dampon's revenues were not identified, Applicant has failed
to establish that the area occupied by Danon, was primarily wused for
charitable purposes. See also Evangelical Hospitals Corporation v.

Departnment of Revenue, 223 I1l. App.3d 225 (1991).



| therefore recommend that Cook County parcels 16-31-216-024-0000 and
16- 31- 216- 025- 0000 be exenpt from real estate tax for the 1992 assessnent
year.

| further recomrend that the 64% of the building on the parcels here
in issue occupied by Applicant, be exenpt fromreal estate tax for the 1992
assessnment year.

Finally, I recommend that the 36% of the building on said parcels
occupi ed by the physicians in private practice and Danon, remain on the tax

rolls for 1992, and be assessed to Applicant.

Respectful ly Submtted,

George H. Naf zi ger
Adm ni strative Law Judge

March , 1995



